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Foreword -

E .~ An important part of the overall audit responsibility of the .
United States General Accounting Office, as an agent of the .
Congress, is the auditing of contracts negotiated by the depart-  ~

~ ments and agencies of the Federal Government. - o

The accompanying booklet has been prepared primarily for
the information of Government contractors whose contracts are

“subject to audit by the General Accounting Office. It presents i
information on the authority, purposes, objectives, and related .
auditing and reporting policies and practices of the General Ac-
counting Office incident to carrying out its audit responsibilities.

3 -
Comptroller General -
1 of the United States. .
E
g#:::m,mm
k ’
6.
: /7 x0T -

R v




Contents

A S Page 1
Introduction. . ... S e 1
What the General Accounting Office Is. . . ... e e 2 ’
Organization.......... . e 3
Authority to Make Contract Audits. ............ e 6
- Reasons for Contract Audits. .......c...coiviiiiiiianann. 7
" Basic Audit Policy. .. ... ... ... ....o... [ 8
Relation to Contracting Agency Auditing. .......... e 10
Selection of Contractsfor Audit............. ... .. ... ... ... 11 N
Conduct of Audit Work..............oiiiiiiann.. U 12 ¢
Initial arrangements. ........ ... ... . e P 12
‘Preliminary survey and review work. .. ... ... ... ... 12
- Continuing auditwork. .......... ... . il " 12
Right of access to contractor records for audit purposes. ... ... 13

. Final conference at contractor location. . ................... i4
Reporting Policies and Practices. .......................... L. 16
. Primary reporting responsibility. . ....... ... ... ..o oLl 16
Nature of repOrts. . . ..ot 16
Preparation of preliminary drafts of reports. . . .............. 17
Advance review by contracting agency and by contractor. . ... 17
Review and disposition of advance comments............. ... 18 gm
Confidential businessdata. . ... ........ et 18 —
Recommendations in reports. .. ................ e 19
Distribution of reports. .. .. P 20 o
International Programs Involving Contracts.................... 21
Exceptlons and Dlsall_owances by the General Accounting Office. . . 22
Appendix
Excerpts from laws assigning audit authority and respon31b1hty
to the General Accounting Office........ S 23
Budget and Accounting Act, 1921 (31 U.S.C. 33)......... 23
Budget and Accountmg Procedures Act of 1950 (31 U.S.C.
“ Bt e 24
* Arnied Services Procurement Act (10 U.S.C.2313(b))..... 24 )
Federai Property and Administrative Services Act (41
8.0 254(C)) e v e e e e e 24
- Atomic Energy Act (42 U.s.C. 2206) O S e 25 «

© Anti-Kickback Act (41 U.S.C.53)....c.ooviennnnn... 25




Audits of Government ,COntracts ”
by the
Umfed States Genera! Accounhng OFFlce

INTRODUCTION

The departments and agencies of the Federal Government
spend billions of dollars each year to procure by contract property
and services for use in their programs and activities.

These programs and activities and the related expenditures

are authorized by the Congress. One of the control procedures
that the Congress has established is the authorization for the
General Accounting Office, as its agent, to make independent
examinations of the affairs of the departments and agencies and
- of the records of contractors having negotiated contracts and to
report significant information resulting from such work.
This booklet has been prepared primarily for the information
of Government contractors whose contracts are subject to audit
by the General Accounting Office. Its purpose is to explain
generally the authority vested in the General Accounting Office
and . the policies and practices followed in carrymg out and
reporting on its examinations.
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. WHAT THE GENERAL ACCOUNTING OFFICE IS -

" The General Accounting Office is an ind¢péndent agency in
the legislative branch of the Federal Government under the
control and direction of the Comptroller General of the United

States. It was established in 1921 by an act of Congress—the
~_Budget and Accounting Act, 1921.

- Thatact provided that the head of this Office, the Comptroller

General of the United States, be appomted by the President of
- the United States for a term of 15  years, subject to confirmation

""" by the Senate.” To further assure independence, the law pre-

 cludes reappointment of the Comptroller General or his removai

. by executive action.

The General Accounting Office was created by the Congress
to carry out several functions relating to the management of
the Government’s financial affairs. One of its major functions
is to make independent audits. of the activities of Federal
Government departments and agencies.

This function requires examining into the manner in which
Government agencies discharge their financial responsibilities,
including the administration of funds, property, and personnel,
in an effective, efficient, and economical manner. - This function
also requires examining into certain contract activities and, in
recognition of this, the Congress has required that negotiated

contracts contain clauses providing for General Accounting

Office access to pertinent records of Government contractors.
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"ORGANIZATION ST .
©"- The headquarters of the General ‘Accounting Office are
located in- Washington, D.C. The Office is organized into a
. number of divisions and offices as illustrated in the orgamzatxon
~ chart shown on page 4.
.. Most of its contract audit work is performed under the imme-
diate direction of regional offices located throughout the United

“States. - ‘These offices are organizationally a part of the Field

Operations Division. The map on.page 5 shows the locations
£-the regional offices and the regional boundaries.” :
“The- International Operations Division has foreign branch

oﬂ_icg& in Frankfurt, Germany, and Honolulu, Hawait. -
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AUTHORITY ro MAKE CONTRACT AUDITS -

] " Most audits at centractors plants by the General Accountmg
.Office: are made under the general authorlty of the following
laws: *

Budget and. Accountmg Act, 1921 (31 U.S.C. 53)
Budget and Accountmg Procedures Act of 1950 (3t U.S. C.
67)

P and ‘more spemﬁeally under the provmons * of the: .

Armed’ Services Procurement Act (10 US.C, 2313(b) )

" Federal ' Property and: Admjmstratwe Semces Act (41
U.S.Co254(cy)

Atomic. Energy Act (42 U. S C 2206)

Authority to examine contractors’ records is also contamed in
" the Anti-Kickback Act (41 U.S.C. 53)." ‘

- The Armed Services Procurement Act, the’ Federal Property
and Administrative Services Act, and the Atomic Energy Act
_require- that contracts negotiated without formal-advertising
include a clause to the effect that the Comptroller General of
the United States and his representatives are entitled, until the
expiration of 3 years after the date of final payment, to examine

- books, documents, papers, and records of the contractor, or any -

" subcontractors, that directly pertain to, and involve transactions
relating to, the contracts or subcoritracts. A

The requirement for inclusion of an examination of records
clause in negotiated contracts grew out of congressional.concern
in 1951 over the pricing of negotiated contracts, and the recog-
nition by the Congress of the need for examinations by the
General Accounting Office.

* Pertinent excerpts from these laws are quoted: in the appendix to this booket.
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* REASONS FOR CONTRACT AUDITS -~ .

A substant1al portion of the F ederal Government’s expendl-

: :tm‘es, are made for equipment, supplies, and services procured
- by contract. Many of these contracts are awarded by negotia-
-~ tion, often without benefit of effective competition. They may

be fixed-price contracts. . They may contain provisions for price

‘redetermination, escalation, or incentive adjustment. They

may be. cost reimbursement -contracts. Many are priced on
the basis of estimated: or actual costs. Thus, the Government

“has a direct: financial- interest in these. costs. It also has an
interest in Government-owned property; equipment, and mate- )
‘rial furnished contractors, and in the quality controls over the

products to be furnished it under these contracts, as well as
certain interests in inventions and other aspects of contracted
work. These factors are indicative of the financial interest of

" the Government in negotiated contracts. « - ‘
The particular interest of .the Congress in the prlcmg of

negotiated contracts awarded without effective competition is

evidenced by the enactment of Public Law 87-653—the Truth -

in Negotiations Act—which became effective December 1, 1962.
That act provides, with certain exceptions, that contractors shall
be required to furnish cost or pricing data for use in the nego-
tiation of prices. They are required to certify such cost or pric-
ing data and the contracts are required to contain a clause that
the price be adjusted for any significant increases resulting from
inaccurate, incomplete, or noncurrent data certified to by the
contractor. :

Public Lew 87-653 was enacted as an amendment to the
Armed Services Procurement Act; but it is the policy of the

"~ civil departments and agencies to also include -its provisions in

their contracts.

oy ey




B the Government itself conducts.

- BASIC” AUDIT POLICY™ - =

- One of the basic roles of the General Accounting Office is that
of an independent auditor whose primary purpose is to examine
- into the adequacy and effectiveness of the system of management
. and internal control, including internal audit, which the head

- of each Federal agency is required to maintain over the activities
- for which he.is responsible. - The scope of this interest extends

.. 'to activities conducted under contract as well as to those which
g - The head of-each Federal
" dgency has the responsibility for seeing that contracts are legally
‘entered into, that the prices paid are reasonable, and that the
contractors properly dxscharge thexr responsxblhtes under their
contracts, : : :

In recognition of the basic dlfference in responsibility between

the heads of Federal agencies and the General Accounting Office '

and to avoid unnecessary duphcatlon of effort; section 117(a)
of the Budget and Accounting Procedures Act of 1950 requires

- that, in the determination of auditing procedures to be followed.

and the extent of his examinations, the Comptroller General
give due regard to generally accepted principles of auditing,
including consideration of-the effectiveness of accounting orga-

nizations and systems, internal audit and control, and related_

administrative practices of the Federal agencies.

This statutory requirement means that the selection of areas
for audit cannot be made on the basis of a uniform application
of specific criteria such as dollar size, nature of program, etc.
The underlying audit policy, as expressed in law, contemplates
the exercise of judgment by the General Accounting Office in
determining what is to be audited. Such judgment is exercised

on the basis of evaluating the- effectiveness of the management -
- controls of the Federal agencies concerned and other pertinent .

considerations involved such as specific requests or expressions
of interest by committees or members of Congress.

. While there are a wide variety of reasons why an audit is made 4

7 m ‘a specific case, the overall ob]ectwe is to review the.manner
-in which the contracted activities of Federal agencies are
. administered and 40 g:,conunend, where appropriate, corrective
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or improvement actions deemed necessary. or desirable to pro-
mote greater efficiéncy or economy in Federal expenditures.

" Because of the highly selective nature of the audits made and
 the responsxblhty to use its resources in the most effective,
eﬁ‘iment and economical manner, the policy of the General
ccounting Office is to direct its audit efforts primarily to matters
eeding correction or improvement and to the means of effecting
appropriate correction or improvement. This pmnary concern
With matters in need of attention carries over to the resulting
Teports, thereby increasing their usefulness to congressional and
agency oﬁicxals responsﬂjle for takmg appropriate actlon. '
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. _RELAT!ON 10 CONTRACTING AGENCY AUDITING

In ‘carrying out its audlt work the General Accountmg Office
glves full consideration to work done by the audit organizations
of the contracting agencies concerned. - Those organizations are
an mtegral part of the Government’s administrative processes
" required to be reviewed. Moreover, the scope and effectiveness

- - of the work of agency. audit organizations on contracted and
T agency activities is an. important consideration in determining

" the. icope and nature of the audit work to be performed by the
‘ General Accountmg Office.. By rewewmg and. testing their

- work,. ‘the amount of direct General Accounting Office audit
work may be curtailed.. However, the fact that agency auditors
have performed work in a particular area does not necessarily
mean that additional work in that area by the General Account-
ing Office will not be detenmned to be needed.

e T T

(NN N

5ELECT|0N OF CONTRAC

In relation to contract acti
audit work is, of necess1ty, se'
contracts or contractors are e
to be done, consideration is'g
or type of contract, the basis
pricing data furnished or the

- variety of other factors aﬁect

Some audit work at contrac
for information from congres<
of the Congress. Some auc”
information coming to the at’
Office from previous or curre.
from other sources, such as cony
Federal agency officials, and ¢
which they believe - warrant

Accounting Office.

Information leading to auc
sometimes obtained from stu
agency management officials.

Contract audits may be -
participating in a new prog
importance. An individual c:
of its' particular role, such a.
simply because it is a subcontr:
to test the effectiveness of £ -
of procurement for the accou

Contract audit work may '
because a contractor is know
work under a negotiated co -

" done recently at that location

1

‘There are many reasons fi
individual casés. Underlyxmr
oftesfing the effectiveness o

_controls which should bc c;

ment’ S mterests




SELECT!ON OF CONTRACTS FOR AUDIT T

“In relatlon to contract actwmes General Accountmg Office

‘contracts or contractors are examined. In determining the work
o be done, consideration is given to such matters as the size

ariety of other factors. aﬁectmg the Government s interest.

mformatlon from congressmnal committees or from members
) the Congress. Some ‘audits ‘are’ undertaken as’ a result of
information commg to the attention of the General Accounting
Office from previous or current audit work on other matters or
. from other sources, such as congressional committees or members,
‘Federal agency officials, and others who have observed matters

Accountmg Office. :

- Information leading to “audif work at ‘contractor locations is
‘ sometimes obtained from studies or reports made for Federal
- agency management officials. ) '

.-  Contract audits may be undertaken because a contractor is
" °% - participating in a new program or in a program of unusual
importance. An individual contractor may be selected because
of its particular role, such as a weapons system contractor or

simply because it is a subcontractor and it is considered necessary

to test the effectiveness of the prime contractor’s management
- of procurement for the account of the Government.
‘Contract audit work may be undertaken in'a specific case
because a contractor is known to be engagéd in Government
- work under a negotiated contract and no-audit work has been
- done recently at that location. .
-~ _. There are many reasons for dec1dmg to make an audit in
) md1v1dual cases. Underlying all of them is the overall objective

~ controls which should be operatmg to safeguard the Govern-
ments mterests T

audlt work is, of necessity, selective in its application. - Not all

rq.type of contract, the basis for award, the nature of cost or .
- pricing data furnished or the lack of such data, and to a wide

me audlt work at contractor. locations stems from requests.

- which they believe warrant’ the attentmn of ‘the General

5 of testing the effectiveness of the Federal agency management -
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" CONDUCT OF AUDIT WORK' '~
o Imhul Arrungemenfs

Before an audit is begun; the contractor and the contracting
agency of the Federal Government are informed that an audit

" “will be made. At the beginning of each audit, a conference is
‘held Wlth representanves of the contractor to discuss the general
ature of the work and to’ make the necessary. working arrange-
‘ments, such’ as obtaining space, providing security clearances,

; ‘an appropnately Iugh level should part1c1pate in these
'dlscussmns. oL

'Prehmmury Survey ‘and Review Work -

Just as in its audits of Government agenc1es the Gencral
Accounting Office follows the operating practice of making
preliminary surveys and reviews at the outset of its contract audit

-~ work as-a:means of obtaining familiarity with and a workmg

EE knowledgc of-the. Government contract operations and related

records being examined. The information obtained during this
phase is carefully studied.

In many cases the conclusion is reached that the information
obtained during the preliminary phases does not warrant more

detailed audit work.- In these cases, contractor officials are so -

advised and except for a brief “close-out” letter, no formal report
is prepared. Letters of this kind do not normally include expres-
.sions of opinions as to the reasonableness of contract prices,
“activities, or other matters examined because the examinations
‘will not have been made in sufficient depth to warrant such
opinions’ o - ' ‘

o Conhnumg Audit Work

kexammatlon the audit work is carried on further. It i is an

addmonal dxscussmns de51red by contractor ofﬁmals

and estabhshmg working relationships.. Contractor officials of

-If one or more areas are identified as warrantmg more detalled "

: peratmg practice to discuss the progress of the audit at appro- -
-priate times with Contractor officials and representatives of the~
‘Gerieral - Accounting Office are avallable at all tlmes for any.’

Proper evaluation of the =
detailed examination require
information concerning those

- that all such information b

Accounting Office audit $taff
audit are discussions with

- individals, particularly whe

gresses. Effective communic
common understandmg and 1
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Proper evaluation of the matters determined to warrant more e
* detailed - exarnination requires consideration of all significant
-information concerning those matters. ~ It is therefore necessary

_that all’ such. information be made available to the General
Accounting Office audit $taff. ~ Also important to a satisfactory
audit ‘are discussions with directly knowledgeable contractor
’~d1v1dals, particularly when questxons arise as the audit pro-

ommon understandmg and resolution insofar as possible of any

“d;ﬁ'ermg views assists greatly ‘the conduct of the audit work. Tt

E

also has an 1mpor1:ant bearmg on the conclusions reached andi
. famhtates the processmg of any resulting reports, mcludmg the
‘subsequent preparatlon of advance comments on such reports

by- contractor officials;

. nghf of Access to Contructor Records for AUdl'l‘ Purposes

_ The laws cited on page 6 requlre contract provisions giving-

the Comptroller General and his representatives the right to

“examine contractor records that are directly pertinent to, and

involve transactions relating to, the contracts or subcontracts to
be audited. .

Based on a careful‘study of the laws involved and their legis-
lative history, it is the position of the General Accountmg Office
with respect to-this right that:

1. The clear intention of these laws is, among other
things, “to afford a means whereby the Congress could be
informed of any excessive or unreasonable payments to
contractors holding negotiated contracts and to serve as a
deterrent to the making of contracts prov1dmg for unreason-

able profits’ to Govemment contractors (32 Comp.
Gen. 278.) - ' : -

2. All books, documents, papers, and other records relat- ‘

ing to the pricing and. cost of performance of negotlated
'contracts are dlrectly pertment records

rresses, Effective communication is mutually beneficial. A
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“:i " to the formal cost accounting records and their supporting
""" datay but include all underlying data concérning contract

i - activities and operations which afford the basis for contract

prxcmg and the incurrence of costs by the contractor.

countmg Office . makes it necessary: “that directly  pertinent
contractor records be made avallable for examination and that

'_‘}:and employees., To this end, the working cooperation of all
" contractors is needed in order to facilitate the making of these
audits. Such cooperatxon along with procedures designed to
prowde prompt access to needed records and related information
is mutually ‘advantageous because it reduces the Government
and contractor time and cost incurred. Appropriate access to
needed records and related information is essential to the dis-
charge of responsibilities assigned to the General Accountmg
Office by the Congress. : :

~

Final Conference at Contractor Location

Before completing audit work at a contractor location, a
conference is held with contractor officials to provide a further
opportunity to discuss any matters arising from the audit. The
nature of all matters of interest to the contractor is made known
. sufficiently in advance of this conference to enable a meaningful
. meeting. -

The primary purpose of this conference is to present to con-
tractor officials the facts obtained during the review to promote
a common understanding as to their accuracy and their appli-

“cability to the subject matter of the audit. At this time the

"~ contractor officials are afforded the opportunity to present addi-

~ tional information which they feel should be considered.. If
f‘:z*there is- dlsagreement as to facts, additional work is’ done to
o clanfy any questlon in this regard. : e

“3: Such book‘s; documents; records, et¢;.are. not limited' :

The auditmg of Government contracts by the General Ac-

eﬁectxve arrangements be made to obtain supplementary’ mfor—_
miation and explanatlons from knowledgeable contractor officials-

* Although the discussions a

preliminary nature and may
General Accounting Office, s

important part of the proces.
information pertinent to reac
conclusions by the Office relo*
These discussions are also o
representatives about the aud:

Accounting Office encourages

frank expression of their vie..




- important part of the process of obtaining and evaluating all
information pertinent to reaching independent and objective

These discussions are also of value in infdrming contractor

Accounting Office encourages contractor officials to present a
: frank expressmn of their views on the matters discussed.

- Although the discussions at this- point are ‘necessarily_of: a.
. preliminary nature and may not represent final positions of the
_General Accounting Office, such discussions are nevertheless an’

conclusions by the Office relating to the audit work performed.

representatives about the audit work performed.  The General’

W
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:’::‘ :- REPORT!NG POL!ClES ‘AND. PRACTICES

anury Reporhng Responsnb:lﬂy

Smce the General Accountmg Office is an aoent of the

. - Congress, its primary reporting responsibility is to the Congress.
.~ Whether a report to the Congress is made as a result of a specific

-- gontract audit depends-on the judgment made in the General
‘Accounting Office as to the significance of the information
obtained durmg the audit, the conclusions reached, and knowl-
_edgé as to general or special interésts of the Congress and its

-~ .comimittees in procurement and contract matters.
In some cases, the findings and conclusions in a report:may

not be considered to be of sufficient significance to warrant
. reporting to the Congress but may still be of concern or interest
to the contracting agency. In these cases, the reports are

addressed to appropriate department or agency officials. In

other cases, the audit work may have resulted in no significant
findings, and a close-out letter to this eﬂ’ect is 1ssued to the
contractor. :

- Nature of Reporis

The audit reports of the General Accounting Office are
. intended to serve constructive purposes—to inform the Congress
and/or the Federal agencies concerned on the results of audit
work on procurement contracts which, in the aggregate, involve
the expenditure of billions of dollars of public funds each year
-and to make recommendations, based on such work, leading to
~greater efficiency and economy in such expenditures,

" The main emphasis of a General Accounting Office report’

to the Congress on a contract. audit is on the audit findings,
conclusions, and recommendations and their relation to the cost
of goods or services procured by the Government in a partlcular

. - case as well as in future procurements.

- These audits and the resulting reports cannot prov1de ‘and

o should not be regardggdias overall evaluations of the performance

o ~‘of a contractor or of a contracting agency.  Such-an objective
: wou.!d usually be of such 'magnitude as to be incompatible with

.{-jlé,‘l_: -
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which are in need of attention. ~The General Accountmg Office
'does, however, make every effort to. obtain and consider all
- significant information concerning the particular aspects under
"exaxmnatlon and to evaluate those aspects with objectivity
_and fairness. )

. To help provrde perspectwe and enable appreciation of the
relative significance of the matters reported, the audit reports
include general information about the Government agency and
contractor activities examined, the nature and scope of audrt
~work performed and other mformatlon of 51gmﬁcance. S

'j?repuruﬂon of Prehmmury Draﬁs of- Reporfs

, . Drafts of reports to the Congress are usually prepared in the
ﬁrst instance by the audit staffs who made the audits. These
~ drafts are reviewed first in the local regional office and then

General Accounting Office for consideration. At this point, if
there are questions of legal policy or interpretation of law to
be resolved or a recommendation for adjustment of the price
is involved, the Office of the General Counsel which is located
in Washington is requested to review the drafts and advise on
needed revisions from a legal standpoint. ‘

~Advance Review by Contructmg Agency and by
Contractor

-in the Washington office, a revised draft is prepared and copies
.. are sent to officials of the contracting agency and to the con-
tractor for such comment as they wish to make on the findings,
conclusions, and recommendations proposed to be reported.
The purpose of this step is to give the agency and the con-

written statements of- ‘their views on the matters included and to

. ‘inatters as they beheve may not have been consrdered in clraftmg
the’ report.

LS

_the need for trmely evaluatlon and reportmg on- the _aspects .

sent to the appropriate Washington operating division. of the -

After such revision of the draft ae may be fouhd to be neede& ,

Ftractor concerned an adequate opportunity to provide official

""_subrmt such additional’ factual information bearing on those-




Comments on a draft report are requested by letter in whlch a
target date for repIy is established.- The purpose of these dates
i§ to provide‘a reasonable length of time to effectively respond
but to avoid unwarranted. prolongment in officially reporting
* to the Congress on the results of audit work. The usual length
--of time given contractors is 30 days. Whenever a contractor
% advises that he cannot respond in such perrod reasonable exten-

“ 7 sions- are made.

I S -

S Rewew and stpos:ilon of Advance Comments

The ofﬁcmt written comments received from the contractmg :
agency and the contractor concerned are carefully analyzed in

~ the General Accounting Office and appropriate changes are
made in the draft of the report to give recognition to such
comments. - Disagreements with the findings and conclusions

‘ being’ réported are clearly disclosed in the report. :
If significant changes are made in the report after considering

 the advance comments, another opportunity is afforded the -

contracting agency and the contractor to examine the revised
draft and to comment further on it.

In preparing the final report for submission to the Congress,
the normal practice is to include the written comments of the
contracting agency and the contractor in the appendix to the

report. There are certain exceptions to this practice. For -

example, comments are not included when they are too vo-
luminous in relation to the size of the report, when they pertain
to matters dropped in the final report, or when they are not
directly pertinent to the reported findings, conclusions, and
. recommendations. In any case, whether the comments are

“included in the final report or not, the text of the report itself
" sets out the gist of the pertinerit comments and the views of the
~ General Accounting Office on them. :

;'Conf‘clehtial Busihess‘ Data

As a part of General Accounting Office audits of Government~

’A:A;f'contractors, it is’often necessary to obtain information -about
.. contractor operations, production costs, and profits. - It is also -

~sometimes necessary to incl
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sometimes necessary, to-include such: information in reports on
these audits in order-to clearly explain audit findings and con- -~ . =~
_clusions. It is the position of the General Accounting Office e
that; since.these audit reports to the Congress are authorized
by, law-, the restraint on the disclosure of trade secrets and other
propnetary business information incorporated in 18 U.S.C. 1905
is:not applicable to its reports.

The General Accountmg Office beheves that its responslbrhty ————
for: properly reporting- om:its audit findings is of paramount ok
importance, but that it should do its utmost to avoid unnecessary.
disclosure of confidential business information in its published
reports It is therefore the practice, with respect to every report
in’ whick confidential business information is to be disclosed, to
require a review by senior officials of the General Accounting
Office and their determination that such disclosure is necessary

. in view of the nature of the report. - This review and determina-
- tion is made in advance of release of draft reports for comments :
g -by thlrd partles. o o : - : *

Récommendutions in Reporis

ay i gd e

The audit reports of the General Accounting Office frequently
contam recommendations for corrective or improvement action -
to be taken. These recommendations are most often directed
to Government agency officials, but sometimes they are addressed
to the Congress. These recommendations are advisory in nature
~and are based on indépendent examination and evaluation of R —
- the activities, transactions, or operations that are the subject of ’
such recommendations. - They are addressed to the ‘agencies
* having administrative responsxblhty for the contracts rather than
‘to the contractors.’ :
~ * The audit policies of the General Accountlng ‘Office recognize
that each Government agency has the primary responsibility to
_determine, with due regard to all applicable restrictions and- -~ ¥
: .requirements, the manner in which its activities and operations -
“are carried“out. "General Accountmg Office accountants and -
auditors are not empowered. to direct changes in agency (or
contractor) policies,- procedures, and functions.. :
However, they do observe opportumtres for achrevmg greater
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ecoriomy, improving eﬂimency, and obtaining’ better results.

~ When warranted, recommendations are made through appro-
- priate channels for simplifying and developing more effective-
- procedures and for eliminating those which involve duplication

or which do not serve a’ purpose commensurate with the costs

D:sirxbuhon of Repor!s e o i

Reports submltted to the- Congress are addressed to the
PreSIdent of the Senate and to the Speaker of the House
of Representatives. :

-~ Copies of reports relating:to contractors are sent to the con-.
tractors directly concerned at the same time that the original
- _ reports are submitted to the Congress. Special procedures are

followed to assure that these contractors receive their copies
before the reports become available to the public.

Copies of reports to the Congress are also sent to the Secretary
of the Treasury; the Director, Bureau of the Budget; the Senate

:vaolved The experience of the General" Accounting Office -
= has been that its independent audit work provides an effective
“means of identifying significant deficiencies, the correction of

.~ which can result in substantial savings in Federal expendltures
Qor s:gmﬁcant unprovements m Federal Government operatxons.

and House Committees on Appropriations; the Senate and -

of the Congress from the districts in which the activities reported
on are located; others in the Congress as-requested; and depart-
ment or agency oﬂ‘imals concerned with the sub}ect matter of
the reports. ' ,

Copies of reports to the Congress’ are generally avazlable to
the pubhc. . Public notice of the issuance of these reports ap-
pears in the ‘Congressional Record at the-time they are recorded

as a communication received by the. Congress. Individual
_copies may be purchased at the price of $1 from the Report
L »:,Department “f the General Accounting Oiﬁce e

PR

° 7" House Committees on Government Operations; the appropriate "o
" legislative committees of the Senate and the House; members

.
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', lNTERNATiONAL PROGRAMS INVO!.VING s
CONTRACTS Sl

Some‘ Federal agencies with: international programs ehgage
"In activities that have unique characteristics from a contracting
and contract audit standpoint. - These activities usually involve
some form of foreign assistance whereby the agencies finance and
‘-partlc:lpate in the procurement of goods or services but may or
may, not be one of the contracting parties in the normal sense.
.- Thus; although a contract may be between-a suppher and a
foreign government, the financing U.S. agency often retains a
degree- of control in various ' ways, including the analy51s of
proposed. prices,” approval of contract arrangements, review of
bills, invoices, vouchers, certifications and related documents in
support of contract disbursements, and verification of contract
performance. Although in general the procedures described in
this ‘booklet would apply, each-audit would: be subject to the
consideration of the specific circumstances of each agreement.
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EXCEPTIONS AND- DlSALLOWANCES BY. THE
- GENERAL: ACCOUNTING OFFICE- - ‘

s The General Accountmg Office has certain other statutory
responsibilities which may involve contractors. One of these is
- -~ the responsibility to settle claims and accounts by and against
- . the -United States under-31 U.S.C.:71. This responsibility
mi:Iudes the settlement of the-accounts of certifying and disburs-
mg'oﬂicers of the: Government.~. In carrying out this responsi-
‘bility, exceptions are taken in. the accounts of these accountable
-officers for payments. not authorized by law or by the terms of
‘the contracts or when additional information is needed to docu-
‘ment transactions.: These:exceptions become disallowances in
final settlement of the accountable officers’ accounts unless they
are answered satisfactorily pnor to that action. ,
In those cases where an exception or disallowance is made

by setoff against amounts otherwise due a contractor, the con-
tractor may file a claim with the General Accounting Office for
refund of the amount involved. Any such claim should set
forth fully the reasons why, in the contractor’s opinion, the
amount collected should be repaid.

- The allowability of costs for reimbursement under Govern-
ment cost-reimbursement type contracts, as determined by the
designated official agreed upon in such contracts, is final and
conclusive on the Government, as well as on the contractor,
absent fraud or a showing that the determination is arbitrary
or capricious, or is so grossly erroneous as to imply bad faith,
or is'not supported by substantial evidence, or is contrary to law.
A finding by the General Accounting Office that an item of cost

duly approved under the contract is unreasonable is not legal -
‘grounds for denying reimbursement to the contractor or credit - -

.. . to the, account of the -accountable officer, However, such a
- finding may be included in a report to the Congress or to the

"agency concerned to disclose the facts ‘and circumstances -

mvolved

and the amount involved is collected by the accountable officer
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APPENDIX

ufExcerpts From Luws Asmgnmg Audit Authorlty and
'Responslblhty fo fhe Generul Accountmg Omce

E Budget and Accauntmg Act";5192f (31 U S C 53) ;-

(a) The Comptroller Generai shall mvestxgate, at the seat
‘of government or, elsewhere; all matters relating to the receipt,
disbursement, and application of pubhc funds, and shall make
to the President when requested by htm, and to Congress at the -
begmmng of each regular session, a report in writing, of. the
work of the General Accountmg Office, contammg recommen-
dations. concerning the legislation he may deem. necessary to -
* facilitate the prompt and accurate rendition and settlement of
accounts and concerning such other matters relating to the
receipt, disbursement, and application of public funds as he may
think advisable. In such regular report, or in special reports
‘at any time when Congress is in session, he shall make recom-
mendations looking to greater economy or efficiency in public

V-

expenditures.

“(b) He shall make such investigations and reports as shall
be ordered by either House of Congress or by any committee-of
_ either House having jurisdiction over revenue, appropriations,
- or expenditures.. The Comptroller General shall also, at the
~ -« request of any such committee, direct assistants from his office
to furnish the comnuttee such aid and mformatwn as it may
request. . =
) “(c) The Comptroller General shall spemally report to

':Congress every expendlture or.contract made by any department s
‘ estabhshment in any year in v101at10n of law. - :

" and eﬂectlveness of the: admxmstratwe examination of accounts IR
_and clauns in the respectwe departments and estabhshments and T .k
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_.upon the adequacy and effectivenéss of departmentai inspection
-~ of the offices and accounts of ﬁscal ofﬁcers

Budget and Accountmg Procedures Act of 1 950 (31 US.C. 67)

SR “Except as otherwise spemﬁcally provxded by law, the financial

transactmns of each executive, legislative, and judicial agency,
- including but not limited to the accounts of accountable officers;
jshall be audited: by the General Accountmg Office in accord-
- ancé with such ‘principles and- procedutes: and under such rules
+and regufanons as may be prescnbed by the Comptroller General
of the Umted States In the determmatlon of audmng proce-
_ and other documents, thé Comptroller General shall give due
regard to-generally accepted principles of auchtmg, including
consideration of the effectiveness of accounting organizations and
systems internal audit and control, and reIated admm1strat1ve
practlces of the’ respec’uve: agenmes ST :

Armed Serziices Procurement Act (10 U S.C. 2313(b))

— “Each contract negotiated under this’ chapter shall provide

that the Comptroller General and his representatives are entitled,

until the expiration of three years after final payment, to examine
- any books, documents, papers, or records of the contractor, or

any of his subcontractors, that directly pertain to, and involve
: transactions relating to, the contract or subcontract.”

Fedeml Property and Admznzstmtwe Servzces Act (41 US.C.
e 254(e)) - R S TSRS

B “All contracts negotia’ted with'out: -advertising pursuant to
authonty contained in_this chapter; chapter-11G of Title 5,
chapter 10 of Title 40, and chapter 11 of Title 44 shall include
.a clause to the effect that the Comptroller General of the United
§tates or any of his duly authonzed rep;egentatlvcs shall until the

, explraﬁon of three years after final _payment have access.to and - ;
. éthe nght to examine any dlrectly pertment "books, documents,{: L
papers and records of the contractor or any of his subcontractorsj o

: engaged in the performance
to such contracts or subcont

Atomic Enérgy Act (42 U.S
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~ Comumission, negotlated wit
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- performance of a negotlated contract.”
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engaged in the performance of and mvolvmg transacnons related
/to such contracts or subcontracts. ‘

: Atomzc Energy Act (42 US.C. 2206} ‘

“No moneys appropnated for the purposes of this chapter
shall be availablc for payments under any contract with the
Cominission, negotiated without advertising, except contracts
with any foreign government or any agency thereof and contracts-

with' foreign producers, unless such contract includes a clause . -~

to the effect that the Comptroller General of the United States.

rany of his duly authorlzed representatives shall, until the ex- -

piration of three years after final payment, have access to and the
 right to examine any d;rectly pertinent books, documents, papers,
and" records of the centractor or any of his subcontractors

.engaged in the performance of, and involving -transactions

- related. to such contracts or subcontracts: Provided, however,
“That no moneys so appropriated shall be avaxlable for payment
under such contract which includes any provision precluding an
audit by the General Accounting Office of any transaction under
such contract: And provided further; That nothing in this sec-
tion shall preclude the earlier disposal of contractor and sub-
contractor records in accordance with records disposal schedules

agreed upon between the Commlssmn and the General Account-
ing Ofﬁce.

. Anti-Kickback Act (41 US.C. 53)

“For the purpose of ascertaining whether such fees, commis-
-sions, compensation, gifts, or gratuities have been paid or granted
by a subcontractor, the General Accounting Office shall have

‘the power to- mspect the plants and to audit the books and
"-records of any prime contractor or subcontractor engaged in the
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